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Abstract 

  

 

This paper investigates whether the estimation of the intertemporal elasticity of substitution of 

consumption (IES) would be affected when leisure time is allowed to vary. To this end, we adopt 

a utility specification that allows interactions between consumption and leisure and estimate IES 

using a pair of Euler equations. We find that the IES estimates that allow leisure to respond to 

the market interest rate are consistently lower than the IES estimates using the conventional 

method that keeps leisure constant. We show that time spent on home production explains 

majority of the difference between the two IES estimates due to the higher substitutability of 

home production time, particularly the childcare component, compared with other leisure time. 

When we exclude home production from nonmarket time, we find the IES estimates become 

larger. Our findings demonstrate the importance of time allocation when individuals make 

decisions on consumption and saving. 

 

 

 

 

 

 

 

Keywords: time allocation, labor supply, earning 

 

JEL code: E21 (Consumption), D91 (Intertemporal household choice), J22 (Time allocation and 

labor supply) 

 

 

 

                                                     
* Corresponding author. Address: Policy Research Institute, Ministry of Finance Japan, 3-1-1 Kasumigaseki, Chiyoda-ku, Tokyo 

100-8940, Japan; email: takeshi.yagihashi@mof.go.jp. 
**Address: Department of Economics, Old Dominion University, 5115 Hampton Boulevard, Norfolk, VA 23529; phone (757) 

683-3543; email: jdu@odu.edu. 

mailto:takeshi.yagihashi@mof.go.jp
mailto:jdu@odu.edu

